Washington State October 2001

SUMMARY OF INITIATIVE 773

S5enate Committee
SERVICES (Improving the Hedth of Low Income Persons)

This information has been prepared in response to various requests for a summary of the
provisonsof Initiative 773, whichwill be before the voter s at the statewide general election on
November 6, 2001. The material inthisreport isprovidedfor informational purposesonly. It is
provided for use by membersof the Legidature and legisative staff. It isnot provided as an
expression for or against any of the provisions of I nitiative 773.

BRIEF SUMMARY

Initiative 773 raisestaxes on cigarettes from $0.825 to $1.425 per pack and ontobacco productsfrom74.9
percent 129.4 percent of the wholesale price. The revenue raised from the increased taxes are deposited
into the Health Services Account and dedicated to (1) programs that improve the hedlth of low income
persons, (2) tobacco control and prevention activities, and (3) the Basic Hedlth Plan.

CIGARETTE AND TOBACCO PRODUCTSTAXES

Washington's cigarette tax is currently $0.825 per pack of 20 cigarettes. According to the Department of
Revenue (DOR), this tax generates about $235 miillion per year divided among four accounts as follows:
28 percent to the generd fund, 10 percent to the Water Quality Account, 13 percent to the Violence
Reduction and Drug Enforcement Account (VRDE) and 50 percent to the Health Services Account.

In addition, for non-cigarette tobacco products, the state levies atobacco products tax. Thistax is 74.9
percent of the wholesae price of such things as cigars, pipe tobacco and chewing tobacco. According to
DOR, thistax generates $28 millionper year divided amount three accounts as follows: 64.3 percent to the
genera fund, 22.4 percent to the Water Qudity Account and 13.4 percent to the Health Services Account.

COMPARISON TO OTHER STATES

According to the Federationof Tax Administrators (FTA), on January 1, 2001 the state of New Y ork has
the highest cigarettetaxinthe nationat $1.11 per pack, followed by Alaskaand Hawaii at $1.00 per pack.
At our current rate of $0.825 per pack, Washington state hasthe fourth highest cigarette tax in the country.
If Initiative 773 isenacted, Washingtonwould have the highest cigarette tax inthe nationat $1.425 per pack.

1 1-773



Making comparisons of tobacco productstax rates between Washington and other statesis more difficult
because dtates tax the products at different places dong the supply chain. However, according to FTA
dtatistics, Washington' scurrent tobacco productstax of 74.9 percent isamong the highestratesinthe nation,
with Alaska and Massachusetts having dightly higher tax rates a 75 percent. If Initiative 773 is enacted,
Washington' s tobacco products tax rate would be 129.4 percent, making it the highest in the nation among
those states who apply their tax in amanner amilar to Washington Sate.

DEDICATION OF NEW REVENUES

The net new revenuesfromthe increased taxes would be deposited into the Hedl th Services Account which
would gain an estimated $220 million in the 2001-03 biennium and $270 million in 2003-05.

When projecting the effect of a cigarette tax increase, the reduced demand for taxable cigarettes at the new
higher price must be accounted for. When prices go up, consumption decreases and the purchase of
untaxed cigarettes increases. Both changes reduce the number of taxable cigarettes sold and reduce the
revenue for the other accounts. To offset this effect, the initiative specifically dedicates a portion of the new
tax revenue to "backfill" lossesinthe Water Quality Account and the VRDE account holding each harmless.
Thereis no such provision for the gate generd fund, which will therefore lose $7.2 million in the 2001-03
biennium and $8.9 million in 2003-05.

Generd Fund-State

Water Quality Account
Violence Reduction &

Drug Enforcement
Hesdlth Services Account

Total State Impact

Estimates provided by the Department of Revenue - Research Division

EXPENDITURESON LOW INCOME HEALTH PROMOTION

Theinitigtivedirectsthat $5 millionper year be appropriated fromthe Health Services Account instate fisca
years 2003 and 2004 for programs that improve the hedlth of low-income persons. The Department of
Hedthis directed to provide the Legidature with recommendations by March 2002 on how this money
could be most effectively used to reduce disease and promote health among low-income persons.
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EXPENDITURES ON TOBACCO PREVENTION AND CONTROL

Tenpercent of dl remaining revenues collected under the initiative areto be transferred to the state Tobacco
Preventionand Control Account. Thisaccount wasestablished infiscd year 2000 with thefirst $100 million
which Washington recelved under the nationwide settlement of state lawsuits againgt the major tobacco
companies. Additiona revenuesto the Tobacco Prevention and Control Account under Initiative 773 over
the next Sx years are estimated by the Depariment of Revenue as followrs:

In Millions

FY 2002 FY 2003 FY 2004 FY 2005

$9.8 $15.6 $15.4 $15.8

Edtimates provided by the Department of Revenue - Research Divison

The mitiative firther direots the Legiclature to appropriate a minironm of $26.24 million per year from thic
apooutt, ctarting in ficsal year 2003, for implementation of the ciatewide tobasse prevention and sontrel
plan This is a plan developed by the Depariment of Health for preventing and redusing tobasoo use through
sirategies such as media sarmpaigne, sommmity edusation, school-based astivities, and telephone sommeeling
and referrale. Through approxmmately ficoal year 2011, the differense between the $26.24 million minieonm
antwial expendivre mandated by the miiateve and the additional revemies available to the Tobasoo
Prevention and Conirel Assount from the initiative sould be sovered from the $100 million previousty
deposited into the assount. After 2011, the atial $100 million would be depleted and approxmately $11
million per year of additional revennes would need to be raised for or diverted to the Tobaoso Prevention
and Control Asoount to meet the mintroen expenditure level required by the itiateve.

EXPENDITURES ON BASIC HEALTH PLAN ENROLLMENTS

The Basic Hedth Plan (BHP) provides state-subsidized hedlth insurance for persons with family incomes
bel ow 200 percent of the federal poverty levd. Two hundred percent of poverty ispresently about $17,000
per year for asngle individud, and $35,000 per year for afamily of four. The BHP coversphysdansvigts,
hospital care, outpatient and laboratory procedures, prescription drugs, and limited mental hedth and
substance abuse services. TheRHP does notprovide dental or vision pare, or sover rehabiitatsve therapies.
Pessons sovered by the BHP are recuired to make po-payments at the time of servise, and to pay monthly
premuras whish range from $10 to about half of the monthly presofum oost, depending upon insome. The
state subsidizes the balanse of the monthly premmm cost.

Initiative 773 provides that all remaining revenues generated by it tax moreases, afier sovering the revenue

trancfers and expendiures desoribed above, are to be used to moreace RHP enroliments. These additional
remaining revennes are estimated by the Department of Revenne as follows for the next st years:
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In Millions

FY 2002 FY 2003 FY 2004 FY 2005 FY 2006

$74.6 $114.5 $114.6 $119.2 $119.4

Estimates provided by the Department of Revenue - Research Divison

The nmber of additional persons whe would recesve BHP soverage with these addiional revennes will
depend upon a number of fastors, mchiding:

>

the rate at which health sare soste oovered by the RHP moreace i poming years. RHP premnme
have moreased an average of 10 peroent per year over the past four years. More people oan be
sovered with the additional rexresmee to the extent fiture mflation ic lower than that, and fevwer pan
be oovered to the extent it 15 hgher.

the paoe at which additional enrollees are added to the program. The mstiattve states that the RHP
"may enroll up to 20,000 additional percone during the bissrn beginning July 1, 2001", and "vp
to 50,000 addsional persons during the biennmm bepmming July 1, 2003". To the extent theee
mameonm additional enrollment levele are reached earkier within eash two-year period, fewer total
addiitional enrolleee pan be subeidized on an ongomp basie; to the extent the stated mameome are
reached later, a higher ongoing enroliment level pan be suctamed.

the age and moome mix of the new enrollees. For example, ctate subsidy cocts are about 25
peroent greater for a 45 year old than for a 25 year-old enrollee, and about twioe as high for an
enrollee at 100 peroent than for one at 200 peroent of the poverty level

whether fisture ctate appropriations are sufficient to support a “base” RHP enrollment level of
125,000. The miisatve recuures the state to first subsidize 125,000 enrollment clots each year with
other revenne sourpes before the new revenues generated by the mtiatve san be used to subsidize
RHP enrollments. The etate budget ourrently provides $498 mithon for operation of the BHP dunng
the 2001-03 biennin  Thic ic expected to be the amount needed to subsidize 125,000 monthly
enrollments from July 2002 onward. That base appropriation level would need to prow at the same
pape ac BRHP premmm posts, surrently projested at 10 peroent per year, before any of the new
revenues generated by the mtiatve sould be used for BHP enrollments. If the Legidature chosenot
to provide funding sufficient to support the base leve of 125,000 enrollees, then none of the
additional revenue raised by the initiative could be spent for new BHP enroliments.

For fuciratve purpocee only, the following table summarizes the average additional enrollees who sould be
sovered, and the pomnt at whish antmal and sumnlative additional soste would begin to exseed revenes,
under several different soenarioe. Under Spenarios A and B, more of the new revemies are used to reach
the mihiatrve’ ¢ enroliment tarpets cooner. Under Spenaris C, revennes are “stretched” over alonger period

of time.
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Seenario A acsumes that premnm sosts morease an average of Bperoent per year, and that the 20,000 and
50,000 enroliment targets palled out in the initiative are reached by Jammary 2003 and by July 2004,
respectvely. Seenario B assumer that premmme inporease an average of 10 peroent per year, but that
enrollments grow more slowly, and do not reach the 20,000 and 50,000 targets untdl June 2003 and June
2005, respeotvely. Seenario C ales assumes that premmme moreace by 10 peroent per year, but assumes

that enrollments are only allowed to grow gradually to the pomt at whish FY 07 antwal sosts would equal
FY 07 annal revenues.

Annud Average Additiona Enrollments

FY 03 16,500

FY 04 35,000

FY 05 50,000

FY 06 50,000

FY 07 50,000

Annua Cogts Beginto
Excead Annud FY 05
Revenues|in

Cumulative Cogts
Exceed Cumulative FY 09 FY 14
Revenues

Sugtainable Enrollment Reduced 10 percent Reduced 10 percent

Reduced 8 percent per

In Subsequent Y ears Y ear from FY 09 Levd

per Year fromFY 08 | per Year from FY 13
Leve Leve

For further information contact:
David Schumacher, (360) 786-7474
Tim Yowell, (360) 786-7435

Senate Ways & Means Committee Staff
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